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Abstract 
The purpose of this Interactive Qualifying Project was to learn how to trade currencies 
in the foreign exchange market which eventually led to the development of a money 
management company. Starting with a minimal knowledge of the foreign exchange market we 
were able to learn how to trade effectively, analyze macroeconomic issues, program technical 
indicators, develop trading plans to include money management and risk management criteria, 
and learn the requirements, laws, and regulations to start a money management company. 
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1. Introduction  
When we started this project, we had very limited understanding of the foreign 
exchange market. We had only limited understanding of the economy and currencies. This 
Interactive Qualifying Project had given us more knowledge than the average forex trader, 
giving us a huge advantage in the world’s most liquid market. This paper covers what we have 
created from the knowledge we have learned. 
In the beginning we learned all of the necessary basic terms of investments and trading 
for the currency markets. This led to the coverage of different types of analysis techniques that 
could be used to analyze the markets. Starting with a $100,000, US currency based, practice 
account we used our knowledge of analysis techniques to make trades. After much practice we 
developed a system for money and risk management guidelines for regulating ourselves while 
trading. We kept track of all of our mistakes and used these to improve our trading and analysis 
of potential trades. We then formed small groups and began making trades as a company. This 
led to structuring all of our trades, our money management, and risk management as a 
company. We then began trading company accounts to use our acquired skills to operate as a 
money management company.  As we were operating as a company, we began to learn what it 
takes to start a company that invests in the foreign exchange market. We learned business 
structures, laws, regulators, licensing, and how to put our new found skills into a legal money 
management company. This is the basic description of what we have covered during this 
Interactive Qualifying Project. 
 This project could not have been possible without economic activity of the markets. 
These are the backbone of any economy. Economics first started with trade. Trade of one item 
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for another item has been around since the beginning of civilization. Instead of simply trading 
items people began to use shells or metal like gold or silver to represent a value of an item. The 
values were negotiated between the buyer and seller. The current monetary system was 
started in this fashion. A piece of paper or metal coin came to replace these items and 
represented what something was worth. An item could be given a number of currency notes to 
represent its value. The currency would be traded for an item, instead of trading the items 
themselves. Economic activity started with this process of buying and selling things that are 
given a value of currency. As economic systems contained within countries spread outside of 
their borders, there was a need to determine how much a currency was worth in relation to 
other currencies. This was the basis for the foreign exchange market, and the foreign exchange 
market heavily affects the global economy. 1 
Economics is the study of the production, consumption, and movement of goods and 
services. This can all be measured by currency value and can compare different countries. 
Economic activity is caused by people producing, consuming, or purchasing goods and services. 
This movement of money throughout the world describes the global economy seen today. It 
can also be measured, like Gross Domestic Product (GDP) is, for each country. The GDP is a 
reflection of how the economy is doing in a country and is one of many reports or figures used 
to compare different economies. These reports can be used by currency traders to decide the 
value of one currency versus another. An example would be if a country is expected to have a 
significantly large decrease in production of wheat one year, where wheat is their primary 
export, then this can cause various impacts on many markets. The commodities market might 
be affected as well as the value of the country’s currency due to the decrease in GDP. Their 
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currency could decrease in value compared to other countries. Every aspect of how a company, 
country, good, or service performs affects the economy or economies in various ways. 
Economic activity can be described by these types of movements. 2 
               Trading is important in all markets. It makes up the markets themselves. Every action of 
trading such as money for gas or money for food is trading. This is the basis of economic 
activities and has been organized into markets that regulate these things on a grand scale. 
Markets can be divided into groups such as currencies, commodities, and stocks among many 
others. Currencies are tied to countries, commodities are tied to products such as wheat or oil, 
and stocks are tied to companies. These markets can be used for trade. In a market there are 
buyers and there are sellers. This means that there is a supply and demand for the item being 
traded. The sellers may set a price that buyers are not willing to pay for. This will cause the 
sellers to have to drop the price in order to sell their item. This can be done without the item 
being present. On the markets it is done by a broker who will represent the buyer or seller of 
these currencies, commodities, stocks, etc. Trade has been and is a necessary function in 
today’s world and is growing as markets grow out of third world countries such as China has. 
The actual investment world has followed with this, as they provide much of the services to 
facilitate the actions of trading, and typically manage the trades, as well as make the trades for 
profits to package as investments. Many investments today can be very complicated and 
involve many factors. This is only the basics of how the markets and trade works. For 
currencies, the movement of a country’s currency, the status of a country economically, and 
many other factors will cause the value of one currency change with respect to another 
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currency. This is the start of our dive into currency trading as a business and this report outlines 
what we have learned from our work.  
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2. Background 
2.1. How forex came to be: 
The Bretton Woods Agreement caused for countries to have fixed exchange rates that 
they would set to a certain amount of gold.  This agreement came into effect in 1945 to help 
stabilize currencies following World War II and would be in place until 1971 when the “Nixon 
Shock” ended it. August 15, 1971 president Nixon made an announcement that there would be 
a 10% import surcharge, a 90-day price freeze, and that the “gold window” would be closed.  
This plan was carefully announced on the 15th before the stock market would open on Monday 
the 16th because of the impact that it could potentially have.  By 1976 the world’s major 
currencies had all done similarly and their currencies were now “floating” and no longer held to 
a gold standard.  These new floating currencies allowed for speculation in the relative price of 
currencies and created opportunity for investors. Some of the major currencies traded are: 
United States Dollar (USD), Euro (EUR), Great Britain Pound (GBP), Japanese Yen (JPY), Swiss 
Franc (CHF), Canadian Dollar (CAD), and the New Zealand Dollar (NZD).  Today, there are over 
600,000 people in the United States alone trading foreign currencies. It is currently over a $3 
trillion market. A majority of the market has developed over the last 20 years. 3,4 
2.2. What is Forex?  
Forex stands for foreign exchange and is the trading of currency pairs.  It is very similar 
to exchanging currency when traveling. For instance, if you have United States dollars and go to 
Japan, you need to obtain Yen. You would do this by buying so much Yen with so many U.S. 
dollars.  When investing in the forex market, you buy large quantities of different currencies 
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using leverage.  Leverage is the ratio at which you can borrow money in order to increase your 
potential to profit on a trade.   For example if you are trading a standard lot without leverage, 
you need to be able to purchase 100,000 units of that currency.  If you have leverage of 50:1 
then you only need to be able to purchase one fiftieth of 100,000 units or 2000 units. This 
leverage is provided by the trading firm that you use. In the United States, 50:1 leverage is the 
highest that is allowed but in other countries you can get much higher leverage, up to levels as 
high as 400:1.  It should be mentioned that if you lose large amounts of money on leveraged 
positions, you will receive a margin call.  A margin call is a sum of money asked for by the 
brokers when a position you have opened has decreased in value more than a value calculated 
by the broker. That value varies depending on the broker. 5,6,7 
When participating in forex trading, sums of money are traded in lots. A standard lot is 
100,000 units of a currency. There are other lot sizes but, standard is the most common. Some 
of the other types of lots are micro and mini lots.  A micro lot is usually the smallest size 
available to trade and is 1000 units of the currency. Similarly, a mini lot is 10,000 units. A pip is 
the smallest change in a currency pair in the forex market. In different lot sizes, there are 
different monetary values associated with each pip lost or gained.  A pip is usually .0001 of a 
dollar, for currency pairs with United States Dollars in it. The number of pips between the 
bidding and asking prices for currencies pairs is called the spread. While trading you take a 
position, which is the side that you take in a trade.  There are two types of positions: long and 
short.  A long position is to invest in a currency pair with the expectation that it will increase in 
value.  A short position is to borrow on a currency pair that you think will decrease in value.  
When a position is taken, things called stop-loss or take-profits can be placed with that given 
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position.  A stop-loss is placed at a value and when that value is hit, the position will close.  In a 
short position, the stop-loss is placed at a value higher than the position at which it was 
opened.  In a long position, the stop-loss is placed at a value lower than the position at which it 
was opened.  A stop-loss is used to limit the amount that you can lose on a given trade.  A take-
profit is the opposite of a stop-loss, in the aspect that it is used to close your position when you 
have reached a certain profit level.  A take-profit is similar to a stop-loss because it is placed at 
a given value in the market either above your long position or below your short position. 6 
One major aspect of forex trading which is very different from investing in the stock 
market is that the forex market is open twenty-four hours a day five days a week.  Another 
aspect of forex trading that differs from the stock market is the method by which an investor 
analyzes the market.  As with stocks, there are two kinds of analysis: technical and 
fundamental. When compared to the stock market, the aspects that you look for in these two 
types of analysis differ.  Technical analysis, with regards to foreign currency, is the use of the 
history of price movements to try to recognize current market signals. In fundamental analysis 
for foreign currencies, the economies of the countries that use those currencies are studied in 
order to help make predications.  Fundamental analysis is a good indicator of how the market is 
affected by the economic and political events in that country.  The major indicators used in 
fundamental analysis are GDP growth, interest rates, inflation, and unemployment rates. 
8,9,10,11,12 
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3. Methodology 
3.1. List of Project Goals 
During the course of our project we had many general goals in mind. Below is a brief list 
of those goals associated with many general fields of this project. 
 
-To learn how to use many of the technical analysis and indicators to trade effectively 
-To learn how to use fundamental analysis to trade effectively 
-To learn how to program technical indicators to aid in trading affectively 
-To learn the terms and requirements for the forex market 
-To learn how to come up with a trading plan that includes money management and risk 
management 
-To learn how to manage a forex account using our trading plan 
-To learn the laws and regulations associated with forex 
-To learn the basics of company structures 
-To use all of these ideas to effectively outline a money management company that we would 
create 
 
3.2. List of Steps to Become a Company 
 The first step is forming the idea of a company. This is one of the most important steps, 
because it defines how your company would be run and managed. These attributes lead to how 
successful a company can be. Skilled traders can help a company be successful, but a well-
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structured company can be much more successful. The idea of the company would include how 
you would operate as far as money management, risk management, what markets or 
currencies would be traded, what leverages would be used, how you would gain customers, 
among many other choices specific to your company. 
 The next step would be to come up with the initial capital. This must be necessary in 
any company. There are many expenses for starting an investment company that must be done 
before receiving any clients. There are expenses for filling the paperwork for registering the 
company, hiring people such as traders, paying for licenses, rent and utilities, and internet and 
phone network connections among many other necessary expenses. These will all be necessary 
for a company to start and are needed for the success of a company. The company may not be 
able to operate without things such as the licensing and filling out the paperwork for forming a 
company. These are tasks that must be done before a single client is acquired. 
               The subsequent step would be to decide on the company structure. This is very 
important and determines how the company would be set up. It involves two parts, one for 
legal purposes and the other for internal structure. Legally to form a company, the owner(s) 
must choose a structure for the company. There are many choices for company structures and 
they each affect how the owner(s) are taxed and how much responsibility the owners have for 
the actions of the company differently. This can be a very crucial choice. A corporation will 
make most of the responsibility of the company fall on the company itself as opposed to the 
owner(s), whereas a sole proprietor will be responsible for the company’s actions. The owner(s) 
of however will be double taxed, whereas the sole proprietor can treat the income of the 
company as a personal income. There are many possible choices of how to set up a company 
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such as a sole proprietor, partnership, Limited Liability Company (LLC), S corporations, and 
corporations. Each is treated different and must be chosen wisely depending on the size of the 
company being created and the investors or owners wishes for the company for tax and 
responsibility reasons.13 
               The second side of company structure is the internal structure. All companies must be 
broken up into many responsibilities to be divided among the workers. Small companies can 
typically handle giving many different tasks to each worker however larger companies will have 
entire departments that are responsible for one distinct area. An example of this is human 
resources. In a large corporation, human resources will be a department responsible for hiring 
and employee relations. In a sole proprietorship there may only be a few employees, and this 
job may be handled by the owner, as well as a variety of other tasks such as payroll, purchasing, 
and pricing. There is a very different approach depending on how big the company is expected 
to be. For a FOREX trading company, this structure will vary also. 
               The following step would be licensing of all personnel that will be trading or managing 
the traders involved. Retail Foreign Exchange Trading is regulated by the Commodity Futures 
Trading Commission (CFTC) as well as the National Futures Association (NFA). They have certain 
regulations that must be followed as a retail forex company. The company must register with 
the NFA and the individual traders must register with the NFA. Both traders and supervisors 
must pass two exams. The first is The National Commodities Futures Examination, commonly 
called the Series 3 exam, which covers the theory, terminology, and regulation of on-exchange 
futures trading. The second exam is the Retail Off-Exchange Examination, commonly called the 
Series 34, which covers forex specific questions. 14 
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               The second to last step is acquiring resources such as a location and hiring personnel. 
Location is   important to a company. Depending how the company wants to service the clients 
may affect where the company is located. Taxes may also affect where the company is located. 
Regulations currently control both of these factors and determine the type of company that will 
be located either in the US or overseas. Currently by law, giving money to retail forex 
companies that are located overseas is against the law, which will limit a company’s options 
depending on who they want to serve. Personnel can be very important in making a successful 
company. Hiring traders that have experience is important for smaller companies for future 
growth. This typically will be because there may be only one person trading an account at a 
time. Various other resources are important including internet and phone networks for 
maintaining communications with the brokers as well as clients. 
The final step is marketing strategies for a retail forex trading company. By law forex 
trading companies are heavily restricted on how they can advertise by the NFA Compliance 
Rules 2-29 and 2-36. These specify exactly how a forex company can or cannot advertise. These 
rules should be used to determine exactly how a company can promote their company. 
Whether the company would prefer to advertise by word of mouth is also another possibility. 
These rules will be discussed later in the paper. 15 
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4. Execution 
4.1. Setting up a company: 
When choosing how to structure your company there are four major ways to legally 
organize your company, they are; sole proprietorship, partnership, Limited Liability Company, 
and corporation.  The correct choice is based on the number of owners, size of the company, 
and how much liability each owner wants. This choice will ultimately affect what kind of taxes 
that you will pay and how much paperwork will be needed to be done by the business. All of 
the types of company structure are affected differently by the state laws that the business is 
being established in. 16 
 The first two structures are closely related. A sole proprietorship is a company owned 
and run by one individual who assumes all the risk.  Legally the businesses’ taxes are filed by 
the owner in addition to their personal income.  All the assets and debt are owned by the sole 
proprietor.  The sole proprietor gets full control of the business, including all of the liability. A 
partnership is similar to a proprietorship, but it is agreed upon that multiple people will share 
the ownership and liabilities. The owners are equally liable for debt of the company, and share 
equal responsibility.  Taxes are reported based on the individual’s shares of the business in their 
individual tax forms. Both sole proprietorships and partnerships require self-employment tax to 
be filed by the owners. 16 
The third choice for company structure is the Limited Liability Company or LLC.  This 
form of business allows for the owner(s) of the business to not hold full liability like in the 
former structures. The owners, known as members in the LLC, can still be held liable for 
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company debt if their personal funds are intermingled with the LLC. Other conditions that can 
cause for the owner to be liable are if the LLC violate taxation laws. One downside to the LLC is 
that there are fees to start it up and usually annual fees associated as well.  16 
The fourth major choice for company structure is a corporation. A corporation is owned 
by a number of shareholders. The biggest downfall to a corporation is that there is “double 
taxation” meaning that the company itself is taxed federally, and sometimes state as well, on its 
income and then the shareholders are taxed on the income when they sell their stock, too. It is 
taxed at the corporate level unlike the other company structures. One of the major benefits is 
that because the company is owned by shareholders the risk is spread out between many 
“owners” and makes it easy to find startup capital. The downside to this is many owners can 
also mean many people to share the profits with.  Also when losses are recorded the 
shareholders cannot get a tax deduction in a corporation, unlike the other forms of company 
structure.  A variation of the corporation is the subchapter corporation, or S corporation, which 
allows for the incomes or losses to be taxed with an individual’s tax rates. 16 
4.2. Resources & People: 
 One of the other things that need to be considered when setting up a company are the 
resources and people that you will need to maintain business. In the forex market you will need 
knowledgeable and skilled traders, management personal, a legal person, and investors.  You 
will need to hire skilled traders to be the backbone of your company. Without skilled traders 
you cannot market your company to manage money.  Additionally you will need management 
to not only organize the traders and but also to be able to answer customers’ questions and 
provide information about the performance of the company.  In the forex industry it would be 
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extremely beneficial to have a person who knows about the different laws associated with 
trading forex and what can and cannot be done by the company. There are a lot of areas that 
can get the company into trouble and having a knowledgeable lawyer can prevent lots of 
headaches. Finally you need investors because they are your customers.  
There are two major resources to consider in forex; a broker and startup capital. The 
company will need a broker to run all the trades through. Also the company needs computers 
and platforms that are compatible with the broker. The startup capital is fairly steep in the 
money management field because of the regulation associated with correct registration and 
licensing.  There is a high initial cost because of registration fees for the National Futures 
Association (NFA) and Commodity Futures Trading Commission (CFTC). These two organizations 
are the main ones that need to be dealt with when it comes to regulation and rules in forex 
trading.  14 
When it comes to licensing and registration the company will have to register and then 
the traders and management personal will also have to be registered.  The exact words from 
the NFA’s website: 
“Any individual acting as a forex solicitor, account manager and/or pool operator is 
required to register with the CFTC as Introducing Brokers (IBs), Commodity Trading Advisors 
(CTAs) or Commodity Pool Operators (CPOs) and become Members of National Futures 
Association.” 14 
This does not include two proficiency exams the series 3 and the series 34. The series 3 
is the National Commodity Futures Exam which is based on trading regulation and vocabulary. 
The series 34 is the Retail Off-Exchange Forex Examination and is specifically geared for forex. It 
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costs $115 to take the series 3 exam and $75 to take the series 34 exam. This does not include 
the fees for NFA membership which has $127,500 in annual fees, or the CFTC registration fees 
of $785.  The paperwork required for registration includes a 7-R form through the NFA, a 
Guarantee Agreement form, and to submit the company’s discloser to be approved by the NFA. 
The traders and management personal will also have to submit fingerprint cars to the FBI to 
make sure that they do not have criminal records. 14 
4.3. Risk /Money Management: 
 Money and risk management are essential for forex companies because in order to be 
marketable and successful the trading has to be consistent and the easiest way to do this is 
have a system.  The money and risk management is driven by a good trading plan. This plan 
starts by simply defining a trading methodology. Included in the methodology are what 
currency pairs will be traded and what times they will be traded.  Also included in the trading 
methodology would be goals of trading, both short and long term. Traders should have goals 
for each day a set number of pips they want to earn. If they make their goal they stop trading 
this prevents excess trading and creating more risk needed. It also will help eliminate greedy 
trading, both things you want to keep out your company. The long term goals are to keep 
traders motivated.  Along with the goals the types of analysis that each individual trader will 
use needs to be documented. Traders should not be switching analysis tools they use when 
trading for the company unless they are tested prior. After these are defined there need to be 
rules established to go with the trading plan. These rules must be followed by traders at all 
times in order to keep consistency throughout the company.  To go along with the trading plan 
a risk and loss management plan should also be created.  This plan would include things such as 
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stop loss size. A limit for number of “bad” trades made in a row before no longer being allowed 
to trade again for that day or even week.  There is a sample trading plan in the results section of 
this paper. 
4.4. Analysis Techniques: 
There are two major types of analysis techniques for forex trading: fundamental and 
technical. Fundamental analysis is the study of the major factors that affect the strength of a 
country’s economy. The fundamental analysis for forex tries to assess how the economy of the 
country is doing and how that will translate into the value of that country’s currency.  When 
trading, it is important to understand the fundamental analysis of the currency pairs that you 
are trading; however, the fundamentals of countries take longer to show up in the markets. If 
you believe that a country has strong fundamentals but their currency is losing value, this could 
be due to many factors. It could just be the market on that specific day, it could be that the 
second currency in the pair has even stronger fundamentals, or it could be one of many other 
reasons. Some of the key fundamentals that investors look at are GDP growth, unemployment 
rates, interest rates, and inflation. 17
 
GDP stands for gross domestic product, and is one of the big ways to judge the health of 
an economy. GDP is calculated using the well-known equation: GDP=C+G+I+N. “C” is the total 
consumption in a nation’s economy, or how much the consumers spend. “G” is the sum of the 
government spending. “I” is the total spending of the country’s businesses on capital. “N” is the 
net total of exports or the number of exports minus the number of imports.  The GDP does not 
account for any economic transactions that are not recorded. For instance, when young adults 
are paid cash “under the table” for work, it is not accounted for in the GDP of the nation.  Like 
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most economic statistics, GDP is compared to itself annually. The comparisons are reported as a 
percentage; when the GDP is reported to have increased by 10% that means that the economy 
as a whole has grown 10%. The changes in GDP cause speculation to be made, and the 
speculation causes changes to occur in the markets. It is also worth noting that when country’s 
debt is reported, it is usually reported as a percentage of that country’s GDP. 18,19 
 When a country’s GDP shows large amounts of growth, this usually excites forex 
investors because this means that the country’s economy is growing as a whole and that the 
currency of that country will be in high demand. When situations like these occur, there are 
usually predictable price changes with currency pairs that include that country. Also, when 
growth occurs in GDP, this affects the other portions of the economy as well. The 
unemployment rate usually decreases as GDP grows. The GDP is one of the main statistics used 
to tell whether or not a country is in a recession. 18,19
 
 Interest is the rate of return that lenders get on their money. For example, if I lend a 
bank $100 and the interest rate is 5%, I would get $5 return over a set period of time. Usually 
with banks in the United States, they give you interest monthly, but it can also occur quarterly 
or annually.  The higher interest rates offered by banks, the more that one would want to lend 
to them.  This is also true from country to country; if one country offers higher interest than 
others, people will be more likely to want to have that currency so they can get higher returns 
on their money. 20 
 Interest rates affect the forex market in a similar fashion. If interest rates are rising in a 
country, investors will want to trade in that country’s currency pairs because the higher the 
interest rates, the higher demand for that country’s currency. This demand drives the price of 
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that currency up. The opposite is also true; if interest rates decrease, then there is less demand 
to have that currency and the price of it will fall.  The interest rates given by banks create the 
demand or lack of demand for investors to be in markets, and the more investors moving into 
or out of those markets cause price fluctuation.20 
Inflation is rate at which the price for goods and services rises. This is the rate at which 
the purchasing power of the currency is being devalued. For example, if there is a 5% inflation 
rate in the United States and you can buy something for a dollar, in one year that same thing 
will cost you one dollar and five cents.  In the case of the United States, the Federal Reserve 
monitors inflation and tries to keep it at a low rate, usually below 3%. When investing in the 
forex markets, inflation is a great indicator of what the price of currencies should do. For 
instance, if you know the inflation in the U.S. is 2%, and it gets reported that inflation in the U.S. 
is rising, then the value of the dollar will decrease in respect to other currencies. A forex 
investor would sell the U.S. dollar (USD) and buy other currencies like the euro. The forex 
market is one type of investment that is directly related to inflation. 21  
 The inflation rate can be measured using the change in the Consumer Price Index (CPI) 
in the United States. The CPI is how much it costs to get a basket of goods that at one point you 
could have purchased for $100. If the CPI is reported at 115, it means that you would need to 
spend $115 to buy that basket of goods that used to be $100. These reports allow people to 
judge how much their cost of living is going up, and is a representation of an approximation of 
how inflation will change. The CPI is more relative to individuals and their cost of living. There 
are other ways to approximate inflation, such as using the GDP deflator. The GDP deflator tells 
more about the economy as a whole, but has less meaning to individual consumers.21 
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Unemployment rate, by definition, is the percent of the labor force that is not 
employed, but is seeking employment and willing to work.  The unemployment rate for the 
United States is reported at the beginning of each month and is usually compared from month 
to month. This comparison is what affects the markets. When people see that the 
unemployment rate is dropping, they assume that the economy is picking up and usually this 
means good things for the given currency. The opposite is also usually true if the 
unemployment rate increases. Sometimes, the rise in unemployment is predicted and 
occurrences like this usually have less of an impact on the forex market.  The unemployment 
rate shows the amount of joblessness in a country, which also allows for the growth of that 
country’s economy to be noticed. If the unemployment rate falls in consecutive months, that 
country’s economy is likely to be growing, and this is usually good news.  If the economy of a 
given country is growing, then the currency used by that country will probably be in higher 
demand and this drives up the price of that currency. 22,23 
 To investors, the unemployment rate is usually a good indicator of things that have 
happened in the past. It can show the severity of events. When the unemployment rate is 
changing, this means that the economic system has already felt the shock and is changing based 
on what happened. Like most investors, the Federal Reserve uses the unemployment rate to 
judge the strength of the economy in the United States. One of the major factors in how 
unemployment rates affect investors is the speculation made about the actual unemployment 
rates. If the predictions are very high for the unemployment rate, then investors may be 
cautious about investing in that economy. If these predictions are wrong one way or another, it 
again affects the investment world. If there are high initial predictions and the unemployment 
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rate exceeds these predictions, then the economy will suffer and investors will be very hesitant 
to do anything with that given market. Also, if the predictions are too high and then the report 
is lower than expected, there is speculation from the investors about whether the economy is 
actually getting better or if the predicted values were just incorrect. 22,23 
In the United States, when the unemployment increases significantly, the government 
usually tries to create jobs and stimulate the economy. This shows the weight that 
unemployment holds in investors’ decision making and how much it affects the economy. 
Therefore, in relation to the forex market, there are two key things to think about when looking 
at unemployment reports:  
 How does this report compare to last one? 
 How will other investors react to this report?  
The unemployment rates can be compared from month to month or year to year. The annual 
comparison will generally show a trend of the economy as a whole, and the month to month 
comparison is more susceptible to individual events. 
 There are other reports that are produced, public and private, that are used in 
fundamental analysis for forex trading.  Some of these include: Purchasing Managers Index, 
Producer Price Index, Durable Goods Report, Employment Cost Index, Non-farm Payrolls and 
many others. 
The second analysis is the technical aspect, which uses indicators to help make price 
predictions. Technical indicators are tools used by investors to help them make better trades. 
Indicators are not 100% effective, but are guidelines followed by investors. There are hundreds 
of technical indicators that are “popular”, but there are even more that are “custom”. 
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“Custom” technical indicators are made by individuals and used by only those individuals. A 
majority of traders use a combination of multiple technical to help them identify market trends, 
market strength, and buy or sell times. These indicators are formulas that are calculated by 
computers and run on charts simultaneously with prices to give investors real time data from 
their indicators to assist them in their trades. There are no “rules” to what indicators you must 
use when trading forex, or even that you need to use them. Some investors choose to trade 
“naked”, which means without any indicators. Most investors use their own “set up” when 
trading. A “set up” is a combination of indicators that they use at the same time.  Some of the 
more common indicators used will be discussed in detail, with their applications and formulae.   
One of the most popular indicators used by traders is the moving average. Moving 
averages show the historical value, of a currency pair, over some period of time. This allows for 
trends and market strength to be recognized.  When the moving average is upward sloping 
there is an upward trend, and when the moving average is downward sloping there is a 
downward trend.  The strength is identified by the slope of the moving average the steeper the 
slope the stronger the trend.  When the slope is very small there is little to no strength in the 
trend.  There are two well-known types of moving averages; simple and exponential. For a 
simple moving average you are just plotting the average value of the last “x” data points. The 
simple moving average is abbreviated as SMA. The simple moving average has some “lag” 
because it is just the average of the price. The simple moving average is calculated by finding 
the average price of the currency pair over a set period of time. The formula for a simple 
moving average:  
(P1 +P2+P3+…+Pn)*
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In the formula the P’s stand for the prices one through n, in an n sized period. As you can see 
from the formula to calculate the simple moving average you just sum the prices and divide by 
the number of prices in the period, hence just averaging the prices. .  24,25,26,27,28 
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5. Technical Indicators  
5.1. Simple Moving Average: 
This calculates the average value of the last so many averages of the market.  It is given 
by the equation: 
 
    
                 
 
 
 
Where SMA is the current plotted average at a given time frame, P is the price being 
used for each period, and n is the number of periods being averaged. 29,30 
To explain this more clearly, at every new period there will be a price that is to be 
averaged, whether it is the closing, opening, high, low, etc., and will be added up over a 
specified number of periods and then is divided by the number of periods.  The simple moving 
average is a basic moving average that weighs all of the periods evenly and might not catch 
current price movements or trends until later. 29,30 
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Figure 1: Simple Moving Averages of 10, 20, and 200 periods 
The figure above shows the difference between the various period numbers of Simple 
Moving Averages between 10, 20, and 200 periods.  This also shows when the 10 and 20 period 
simple moving averages cross the 200 period simple moving average, which indicates that there 
is an upward momentum.29,30 
5.2. Linearly Weighted Moving Average: 
 This is much like simple moving average, except that it accounts for more recent prices 
having more significance.  Instead of accounting the most recent price as being the equivalent 
to the oldest price of the periods, it will give the highest weight to the more recent price and 
the least weight to the oldest price period.  This can be found using the equation: 
 
     
                             
             
 
∑     
 
   
∑      
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Where SMA is the current plotted average at a given time frame, P is the price being 
used for each period (with Pn being the most recent period price), and n is the number of 
periods being averaged.  29,30 
5.3. Exponential Moving Average: 
This is similar to the linearly weighted moving average however this one takes the more 
recent data points and gives them an exponential weight so that it has a more dynamic 
movement with what is happening in the market at the moment. This effect can be seen in the 
figures below. 29,30 
 
Figure 2:  Weights of a Linearly Weighted MA on left and an Exponential MA on right [29] 
 
 This shows that exponential moving average will give much more weight to more recent 
data than linearly weighted moving average.  The Exponential Moving Average is found from 
applying a few formulas, because it is recursive in nature.  It must have a starting point, which 
can have a number of ways.  I will just let the starting point be the Simple Moving Average after 
n periods.  Then you must determine the multiplier, which is the value that allows the decrease 
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in weight.  Then you can use the EMA equation recursively to find the present EMA period 
value.  Exponential Moving Average is given by the equations below: 
 
     
∑   
 
   
 
                              
 
  
 
   
                         
 
                                            
 
                                            
 
The last equation must be used recursively to find the current Exponential Moving 
Average.  This is somewhat of a tougher way to find it, but is also simple enough for the average 
trader to understand. 29,30 
5.4. Commodity Channel Index (CCI) Indicator: 
 The description of this indicator seems very simple.  It will show the overbought or 
oversold conditions of a currency pair.  It can be good for identifying cycles in trends because a 
trader can see the potential peaks or troughs in a price line and to estimate changes in the 
direction of a trend.  It is an indicator that shows levels of +100 and -100.  These levels 
represent when there is a strong upward or downward trend respectively.  The indicator will 
move well above these values but they are used as reference for when there are strong trends.  
When the level goes above the +100 level, you would want to enter a long trade and 
then close when it comes back down to the +100 level.  When it is at the -100 level you would 
want to enter a short trade and close it when it comes back to the -100 level.31,32 
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This indicator can be used to identify reversal.  One way is to use a trend line on the CCI 
chart.  When the trend line is broken, it is usually a good indicator that the market will move in 
that direction.  Another way is called CCI divergence.  This is when the price is making lower 
lows and the CCI will be making higher lows.  This is a sign of positive divergence and means 
that there might be an upward trend.  When the prices are making higher highs, and the CCI is 
making lower highs, this is called negative divergence and means that there might be a 
downward movement.  And lastly CCI can be used as an overbought or oversold indicator.  If 
the level reaches above the +200 mark, then it means that it’s in an overbought zone and will 
be a good time to place a short trade when it moves below the +100 mark.  When the indicator 
moves below the -200 mark, it means the market is oversold and will be a good time to place a 
long trade when it comes up to the -100 level. 31,32 
 
 
Figure 3: Commodity Channel Index and basic uses [32] 
 The above picture shows when a good time to buy or sell by the market.  These trends 
are not always so apparent, but this shows the good time to do so.  The top grey line would be 
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the +100 line and the bottom grey line would be the -100 line.  Commodity Channel Index is 
given by the equation below: 
 
    
            
         
 
 
         
              
 
 
 
 Where, P gives the price, which can be picked but is usually the typical price given by the 
second equation.  SMA is the simple moving average of the typical price, and MAD is the mean 
absolute deviation. 31,32 
 
5.5. Average Directional Movement Index (ADX) Indicator: 
 This indicator was created to determine if there is a presence of a trend.  It can be used 
to determine when to enter the market, when the trend is stagnating, or when the trend is 
reversing.  It is on a scale from 0 to 100.  The indicator consists of three lines.  One line is the 
index itself and the other two lines are the directional movement indicators.33 
The ADX index is the moving average of the directional movement indicators as seen by 
the white line below.  It is a non-directional indicator, meaning that the line doesn’t show the 
direction that the trend is heading.  It only shows the strength of a trend.  If the ADX moves 
above the 25 it means that there is a strong trend going on and must be determined which 
direction by the two other lines. 33 
The +DI line is the positive direction indicator and is used to measure an uptrend.  The 
steeper the slope upward it means that there is a stronger trend in the upward direction.  The –
DI line is the negative direction indicator line and is used to signal a downward trend.  The same 
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applies for the negative. The steeper the slope as it rises means that the downward trend is 
getting stronger. 33 
 
 
Figure 4: ADX Indicator [33] 
 
 In Figure 4, it shows how the indicator will look.  You can see where the ADX line moves 
above the 25 marker, where the +DI directional indicator is above the –DI line as the price 
moves up quite a bit over the course of a couple months.   This shows that there was a strong 
trend at that time. 33 
 You can also use the divergence of this indicator to help tell when the market is going 
into reversal.  Again like the previous two indicators, when the highs are rising each time for the 
price, the ADX highs will be decreasing each time, and this is a good indication that the market 
will reverse and to exit the market for a long.  This is also a good way to check whether a 
breakout is valid or not, by making sure that the indicator is moving up and going above the 25 
mark, while an invalid one will go below the 25 mark while decreasing. 33 
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The equations to find the ADX are shown below: 
     
[              ]     
 
                           
 
    
           
           
     
 
                         
 
                       
 
5.6. Stochastic Oscillator Indicator: 
 This is a form of a momentum indicator that compares current market price to a high or 
low of a given period.  It consists of two lines called %K and %D, and the sensitivity of these 
lines can be adjusted.34 
There are 3 types including full, fast, and slow.  Fast and slow are the more common of 
the two though.  The fast type is more volatile and can cause false positives, so this much be 
taken into account when using it.  However the slow type usually will not signal you to move 
into a trade until after the market has moved.  34 
 
 
The equations that define the fast stochastic oscillator are: 
Fast 
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Where C is the most recent close price, Ln is the low of the last n periods, and Hn is the 
high of the last n periods. 
Slow  
 
                                    
 
                                             
 Full 
 
                                                     
 
                                             
 
 On the indicator there are lines for the 20 and 80 levels which represent when the 
market is considered oversold and overbought, respectively.   If it moves above the 80 it may 
not reverse, such as in the case of the market being in an upward trend.  It can give you good 
indications on when to enter and exit the market. 34 
 The good indication when it’s either a good time to enter or exit is when the %K crosses 
the %D and moves out of the oversold or overbought.  For a long position, it is a good idea to 
wait for the %K to cross above the %D and move above the 20 mark.  For a short position, it is a 
good idea to wait for the %K to cross below the %D and for it to fall below the 80 mark.  You 
can also use this to give a good indication when the market will reverse. 34  
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Figure 5: Fast, Slow, and Full Stochastic Oscillators [34] 
 As you can see in the figure above, there are the fast, slow, and full stochastic 
oscillators. The fast shows the volatility of the indicator, sometimes giving false positives.  The 
slow and full as you can see are much smoother and clearer.  The green, blue, and dark black 
are the %K lines, and the others are the %D lines. 34 
5.7. Bollinger Bands Indicator: 
This is an indicator that will plot three lines, one above and one below the center line, 
that serve as your support and resistance levels.  They are for comparing the volatility and 
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relative price levels over a period of time.  The bands will widen during times of volatility and 
shrink when there is less volatility.35,36 
The middle line is a Simple Moving Average that is typically over 20 periods but can be 
changed to any amount.  This serves as a reference for where the average price is, while it plots 
a line above and a line below to show an estimate of resistance and support lines.  The upper 
and lower lines are 2 standard deviations away from the 20 period Simple Moving Average line.  
The number of standard deviations can be changed, but 2 is the most typical to use.  This is 
shown in the equations of the Bollinger bands indicator below: 
 
                                          
 
                          
 
                          
 
Where n is the number of standard deviations and    is the standard deviation of the 
middle line for the 20 periods.  You can see an example of the bands in the figure below. 35,36 
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Figure 6: Bollinger Bands Example [35] 
 
As you can see the prices typically stay within the bands.  If the price swings to one of 
the bands, you can see that it typically will bounce back. If you notice, these can be good times 
to either go long or short currencies with the knowledge that they will move back toward the 
average, but this may not always be the case. It can help to enter a short when you hit the 
upper band and a long when you hit the lower band and this can serve as a good indicator due 
to the repelling nature of the market from these bands. 35,36 
A big benefit with the Bollinger Bands is that it allows the trader to see when the current 
pricing is reaching an unsustainable extreme, where it will tend to reverse.  Also periods where 
there is lower volatility tend to have a breakout, where the prices will break the bands.  This all 
means that Bollinger Bands should be an indicator but not the only one to be used, because it 
does not perfectly predict the direction that the market will head. 35,36 
5.8. Moving Average Convergence-Divergence (MACD) Indicator: 
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This is a lagging indicator used to determine changes in strength, direction, momentum, 
and duration of a trend.  It computes the difference between two exponential moving averages 
of a close price or one of many possible set prices.  It can be used to predict the next 
movements, by using momentum and market sentiment.37 
 It uses the two exponential moving averages of different period lengths such as one of 
26 periods and one of 12 periods, where the 26 period exponential averages will be less prone 
to quick changes.  It will also use a 9 period exponential moving average for a signal line.  It will 
then display a histogram of the difference between the MACD line and the trigger line.  The 
equations are shown below. 37 
                                        
 
                         
 
                                    
 
 
Figure 7: MACD indicator [37] 
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 In Figure 7, you can see the MACD indicator plotted against the USD/JPY currency pair. 
And as you notice, the moments where the MACD line crosses over the midpoint it indicates 
the beginning of a downward or upward trend. 37 
 When the MACD line crosses over the trigger line, this most likely indicates an upward 
movement in prices and the histogram should follow.  When the MACD line passes under the 
trigger line, it most likely indicates a downward movement in prices.  MACD divergence can be 
tricky.  When the highs are getting higher and higher, the MACD indicators highs will get lower 
and lower causing negative divergence.  When the lows are getting lower and lower, the MACD 
indicators will get higher and higher causing positive divergence. 37 
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6. Results  
6.1. Idea for the Company: 
 We would ideally want a smaller forex trading company that targets a larger market of 
investors. We would split our company into three risk trading levels, risky, moderate, and 
conservative, that investors could choose from. When becoming a client, we would have the 
investor go over all of the groups to pick the one that fits their needs. This would be followed 
by a disclosure agreement that will warn them of all of the risks involved in forex, which is also 
a requirement by the CFTC. Along with the normal information, we will also disclose the 
company’s history and the investor in charge of each account and their past performance. On 
the website we will disclose all of our compliance to all regulations and membership to the NFA 
and Associated Persons. We will also give the client the choice to move funds, such as during a 
personal crisis, to other risk trading levels in order to better serve their needs. Our company 
would focus on trying to build the best reputation by focusing on consistency as opposed to 
high profits. This will be done by traders that will focus on consistent trades using various 
percentages of accounts for different risk levels. We would accept clients of all different 
financial backgrounds and not limit the company’s client base. 14 
 The next important information that will define the company is the money management 
and risk management areas. These are specific to each trader however we will have a company 
standard, with an exception that each trader can elect to outline their own. This will however 
need the approval of the CEO or President to limit the risk allowed by each of the traders and to 
promote following safer, smarter investments strategies. These numbers will be outlined on the 
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website under each account’s trader profile. Below is an example of what our company’s 
money management and risk management criteria might look like. This money management 
and risk management criteria has been developed by us over the term of this project, and 
would serve as an outline for the company’s policy. 
The trading plan contains highly personal criteria that depend on the traders trading 
style. This is why we plan on working with each of our traders to ensure that they create, 
maintain, and follow their own money/risk management trading plan to ensure success of their 
trading as well as success for the company. It will outline exactly how they trade and how they 
operate. This will be different for each trader depending on what risk level accounts they are 
trading, must be approved by the leadership of the company, and will be posted on the 
company website under the traders profiles. 
We would charge a two percent management fee. This would be two percent of the 
total investment each year. This would be regardless of the performance of the company. This 
would be much smaller than our expected return of 15%. This is highly speculative, may not 
occur, and would not be presented as an estimate to any clients, but it is a general minimum 
goal for the company. Assuming an initial account size of $100,000, using a leverage of 50:1, 
trading 1 standard lot, with 200 trading days in a year, and 1 pip being approximately $10 
profit, the minimum pips necessary per day is 7.5. There are a little over 260 weekdays per 
year. With vacations and bad trading days using 200 days would be a conservative estimate and 
this projection should be possible with experienced traders. If they follow their personal money 
and risk management criteria, this will ensure that 15% should be an easily attainable estimate. 
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The true past returns will be what is shown to the clients on the website, and hopefully will 
reflect better numbers than this estimate. 
6.1.1. Trading Method: 
Pairs traded: EUR/USD, USD/JPY, GBP/USD, USD/CHF, EUR/USD is the primary pair traded while 
watching the others also. 
Timeframe: Trade between the hours of 3 AM to 11 AM to reduce risk of more volatile markets. 
Analysis Methods: Use of momentum indicator, acceleration oscillator, exponential moving 
average, stochastic oscillator, and MACD.  Follow major reports and Bloomberg Financial news. 
6.1.2. Money Management: 
Goal: To be able make approximately 20 pips a day, with a goal of trying to turn this into about 
400 pips per month, or 4,800 pips per year (in reality it would be more like 5,200 pips in a year 
but we are leaving room for holidays and bad trading days). 
Rules: 
-We will avoid trading more currencies than can pay full attention to at a time.  We will do this 
but we want to limit how much we will, due to needing to focus on the trades. 
-We will make a thorough analysis before each time we make a trade.  We will be patient and 
not jump in without making a thorough analysis first.  Otherwise we risk being too greedy and 
making a bad trade. There will always be more opportunities. 
-We will not keep more than one trade in a currency unless it is in an upward trend that 
through analysis looks like it will continue, or downward also.  This is to prevent double dipping 
and possibly losing more than was originally lost.   
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-We will limit ourselves to 20 pips a day, unless we are still in the market in which we will wait 
until the trade is closed.  This is to reduce over trading and the potential losses incurred by 
them. 
6.1.3. Risk/Loss Management: 
-We will put a stop loss at 20 pips for each trade we make.  This is to limit the size of losses, if 
we do make a bad trade that takes a quick loss.  If in the event the trend that was thought to 
have been seen reverses, we will exit as soon as possible (if all the conditions look like they 
should, like a sudden reverse in a trend). 
-If we make 3 bad trades in a row, we will quit for the day.  This means that it is just not a good 
day for us.  The market is unpredictable, we’re being too greedy, or we’ve made too many 
trading mistakes. This will limit our losses in a day, and we can save our energy for a better day 
and better circumstances. 
-We will only move our stop losses in the event that we have covered the spread and are at a 
larger profit as to avoid small shifts of the market.  This is so we will at least have a small profit, 
and will not have to worry about losing any money.  This is as long as the price is well above the 
breakeven point (after covering the spread), so that the market volatility will not affect our 
position. 
-We will avoid making a trade too early or too late in a movement to avoid misjudging the 
length of the movement or a direction of a movement.  This means we will not jump in after 
small movements and will not wait until the last minute of a movement.  This is always hard to 
predict, but with paying attention to the support and resistance levels, among other indicators, 
we can prevent making bad trading decisions, by not interpreting the market right. 
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-We will not trade during high risk times such as when news, press conferences, or speeches 
that we are aware of so as to avoid the volatile markets that follow.  This applies even if we feel 
there is a chance of making a good trade. 
6.1.4. Strategy to Trading: 
We will start by making an analysis of the current market conditions each day that we 
are trading.  This means that every morning we will read financial and economic news and 
check for any major reports or news conferences that will be released during that day.  We will 
start by analyzing the daily periodicity of the market to see what the value is at and what the 
highs and lows have been in the past few days and which direction the market is heading.  Then 
we will repeat this while decreasing the time scale so as to better analyze the current market 
conditions, to evaluate the resistance/support lines, and to watch for recoveries from a major 
movement.  After we have analyzed the current market, we will pay attention to our indicators 
while comparing it to the real time market fluctuations and will monitor them between 1 min, 
5min, 15 min, 30 min and 1 hour time scales.  We will not jump in until all our indicators and 
our instincts agree that it is the right time to make a trade, where all of the conditions are met.  
6.1.5. Plan for every $100,000 dollars in the account: 
Our trading will follow the trading plan above, but we will add more detail to this.  We 
plan to make each trade at around 2 percent of the total account.  This is to limit the size of the 
risk.  So for a standard lot of 100,000, this will translate to approximately $2,000 (not including 
the exchange rate which will change this value).  As the account gets larger, 2 percent will 
increase in value for each trade.  We will exit a trade depending on what type of trade I make.  
We sometimes will see a long term opportunity when following known fundamental issues that 
42 
 
come up, while watching the price action. Other times we might not see clear indicators of 
these, but will see short term, technical indicator based opportunities.  If we are going long 
term we will exit the trade when we see that the long term trend is leveling out or conditions 
show it stagnating. This is because we feel that it will recover at some point.  If it has been a 
great trade, we would rather cut our losses early, due to exceeding our daily limit of 20 pips.  If 
we am scalping, we will take a more cautious route and limit our stop loss to 5 pips and aim for 
exiting when we make 10 pips or when the value drops after covering the margin.  We do not 
like this method and think it does not work very well, but if we feel that there is a need to scalp, 
we will use a careful approach to it. 
6.2. Initial Capital 
 Initial Capital is very important. To operate, a company must have money to pay for 
many of the expenses that are needed upfront. There will be salaries, rent, utilities, phone and 
internet connections, and startup fees that will be necessary to start a company as well. We will 
not estimate the amounts for salaries, rent, utilities, and phone and internet connections 
because this is highly specific to actually starting a company.  
However, we will specify the fees involved in starting up our company. We would 
choose to start an LLC, which is explained later. The cost of an LLC depends on which state you 
are located in. Starting an LLC in Massachusetts it is necessary to file a Certificate of 
Organization. The fee to file this certificate is $500. If for any reason during the course of 
finding new investors for the initial startup capital or capital in general, the certificate must 
then be amended to reflect the new managers and structure of the LLC. An Amendment will 
cost $100. Before the anniversary of the LLC every year, an Annual Report must be filed that 
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contains all of the information from the Certificate of Organization as well as any necessary 
changes. The Annual Report will cost $500. There are many more possible fees related to LLC’s, 
however these are the important for the initial cost and fixed costs of the company.38 
In order to establish ourselves as a money management company, we must follow 
regulations imposed by the CFTC and the NFA. One of the regulations they enforce is that a 
company dealing with money management like ourselves must register with the NFA. For our 
company we would have to register with the CFTC. The registration fee for the company would 
be $200 and the registration for each trader and manager of those traders would be $85 per 
person. To register with the NFA, there will be a $2,500 annual due that will be due each year 
to operate. To start a company with three risk levels, each requiring an individual trader, this 
would amount to $2,955. With a manager or CEO/President of the company that may watch 
over these traders, it would amount to $3,040.14 
There are some hidden or unknown fees also. These would be lawyer fees related to 
writing the disclosure statement is an unknown cost. Any lawsuits against the company or 
hiring a lawyer to represent the company would be other major unknown costs. The cost of 
hiring an accountant to overview the account records and to submit the statements on the 
website as well as to the CFTC will be an unknown cost. The cost of rent, utilities, and 
networking are other possible fees that are unknown. These cannot be determined at this 
point. 
6.3. Company Structure 
For company structure, we would select Limited Liability Company as our business 
structure. This would be very important because of the risks involved in the FOREX market. A 
44 
 
Limited Liability Company would provide a significant separation between the owners and the 
debts and/or actions of the company. This allows the company to be mostly responsible for 
problems that occur with the clients in the event that a client’s funds are significantly reduced 
due to actions in the market, or many other possible scenarios related to the risk involved with 
the foreign exchange market. An LLC will allow raising the initial capital needed to start the 
company easier by giving the investor assurance that they will not be held responsible for 
actions of the company, should problem arise. We would also elect to pay taxes as a 
partnership, by filing the Entity Classification Form, or Form 8832 of the IRS. This will allow the 
LLC to pass-through the taxes to the owners. This would benefit us the most by not being 
double-taxed such as a corporation would as well as having the limited risk.39 
We would then need to structure the hierarchy of the company. We would start by 
electing one of us CEO or President of the company. The other would take the place be the 
CFO. We would hire three traders to each trade one of the risk levels. We would also hire an 
accountant to file paperwork and keep track of all of the customer’s accounts and risk levels. 
This information would be passed to the CEO and CFO who would ultimately be responsible for 
the direction of the company or and policy changes within the company. They would also 
handle all of the clients depending on the situation. This would be to allow the traders to focus 
on trading and results. The CEO and CFO may take days to trade as well and will pass all of the 
required tests to be certified as the traders are. We would only hire traders with proven past 
experience that can handle consistent trading we would also provide many incentive pay 
increases such as bonuses for proven performance, much like Wall Street to avoid losing our 
traders to other companies. 
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6.4. Licensing 
With forex money management companies there is a legal requirement to be certified. 
The CFTC and NFA regulate this and require all firms as well all traders and managers to be 
certified. The firms must register with the National Futures Association by completing a 7-R 
form that can be filled out on the NFA’s online system. The company must also send a copy of 
the Disclosure Document to the NFA for approval and must follow guidelines of Rule 2-41 of the 
NFA. 14,15 
The traders and managers must first pass the National Commodity Futures Examination 
or Series 3 which covers the theory, terminology, and regulation of on-exchange futures 
trading. Then they must pass the Retail Off-Exchange Examination or Series 34, which covers 
forex specific questions. Along with passing these exams they must register by completing an 8-
R form on the NFA online registration system. The NFA also requires that individuals also 
submit fingerprint cards to cross reference the FBI’s database to check for criminal records as 
part of the application.14 
6.5. Resources 
 Picking the location of our company was a clear choice for us. We would form this 
company in the United States. We chose this because we want our target market to be within 
the United States. If we chose to locate the company abroad, we would lose investors from the 
United States due to regulations against citizens of the United States investing abroad. This is a 
huge benefit that stands to give a larger customer base, due to the size of the investment 
market and customer base in the United States. There is also the added benefit of the 
legitimacy of the company. Investors are more likely to trust a company within the United 
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States as opposed to a country that is located abroad. A company within the United States will 
have to follow all of the regulations by the National Futures Association and the US Commodity 
Futures Trading Commission that protect the investor’s money. This could also attract more 
investors to cover the initial startup capital.  
The negative side to being located in the United States is that regulation limits the 
leverage used on trading currencies to 50:1. Outside of the United States leverage can be many 
times 50:1, with one website claiming that maximum leverage can be typically around 400:1 
with many brokers. Using a leverage of 50:1 may also limit the risk that our company will be 
exposed to and may benefit more than hinder the company.5 
6.6. Marketing 
By the way we would show restraint, focus on consistency, and produce continuous 
results we would hope to capture more clients. With a competitive management fee like 2%, 
we would hope to sell ourselves as a company and recruit many new clients by word of mouth 
between all income levels. We would be marketing ourselves to any person and all income 
brackets. The increase size of clients allows for more profits to the company, and would allow 
our company to become more competitive. This would be a cycle that could allow the company 
to expand.  
The goal is to be a Retail FOREX trading company that does not restrict the clients that 
want to invest in our accounts, except for laws which restrict them. These laws are outlined by 
the NFA Compliance Rules 2-29 and 2-36. This restricts companies from promising customers 
any returns and limits the use of the internet and other sources of marketing for soliciting sales 
in a normal way. Our target market will be a wide range to include all of the age groups above 
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18. The goal with this is to recruit as many clients that can help increase the capital of the 
accounts. We would redirect each client to the correct account and make recommendations on 
what the smartest choice for them is based on their personal investing nature and possible age 
groups. We would want our company to work by word of mouth as well as by our portfolio and 
performance history for each account.15 
We will not make promises to our clients, mostly because it is illegal, but we would like 
to design the company to be professional as possible. This will reflect in the website as well as 
dealings with the client. We will show the disclosure agreement up front so that the client is in 
full understanding of the potential risks involved with the accounts and trading in the FOREX 
market and they will have to agree to it in order to take them as a client.  
We will have multiple recommended entry rates how much people should invest based 
on personal financial background. This is to serve the customer and earn the trust of the client’s 
immediately. This will increase with time. We would like to increase our base by allowing 
people of all financial backgrounds to invest in the firm. This puts an emphasis on consistency 
for our company. We want to have personal knowledge of our clients and to allow them to 
make adapt their investments based on their own lives and needs, such as instances like 
divorces etc. 
 
48 
 
6.7. Programming Project: 
6.7.1. Currency Strength Robot: 
We want to attempt to build a robot that will inform what pairs would be the best to 
trade. This would pair the strongest currency with the weakest currency. It also would show 
you the strongest currencies and the weakest ones in relation to one another and possibly a 
given strength for each (“red, yellow, green”… “strong or calm” with a given direction, etc). 
6.7.2. Basic Outline On How It Will Work : 
We would do this in 4 main steps: 
1. Develop a weight system to apply to each currency pair (Ex. EUR/USD) 
2. Average all of the weights for a given currency (EUR) 
3. Compare all of the currencies 
4. Rate the currencies and display the best pair along with the relative strength for the 
others 
This could be done by only comparing which pair is moving the most, however it would not 
indicate whether or not it is true for the currency as a whole. So the movement would have to 
be shown across a number of its pairs to show whether it is strong. The back testing can show 
average values of the weights to allow us to make a relative judgment of whether it is really 
strong or not. And this can also be indicated in the interface. 
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It would first group each currency pair of a given currency. It would then collect information 
from the past over given times frames such as volume, moving averages, net percent change of 
the currency pair, and other past data based on a given time frame(s). All of these will 
determine the weight value given to the currency pair. 
 
 
Figure 8: Evaluating a Single Currency 
 
 
Figure 9: Evaluating a Currency Pair Weight 
 
Figure 10: Evaluating a Single Currency Weight 
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Once the weight value has been given to the currency pair, it will be averaged with the 
rest of the pairs to show either a positive or negative value (we also have been thinking about 
whether or not to multiply each currency pair weight by volume to give an added depth to the 
weighting so that more fluid currency pairs will reflect in the overall currency weight. The base 
and quote of the currency pairs will be taken into account for the overall currency being 
computed also, meaning that the order of them will matter and will be taken into account.  
Once this process has been done for every currency, and they each have a respective 
weight, they will be compared with each other. There can be a couple of ways of doing this. 
One is assigning the highest weight with the value of 100 and the lowest currency of 0, and 
then organizing and showing the best currency pair to trade by matching the 100 with the 0. 
This also would create a scale which would show where the other currencies are in relation to 
those two. 
The other way would be to take some sort of percentage of the total weights for all the 
currencies. This would give a clearer relative strength but may not accurately take in to account 
of the negative weights unless you take the absolute value of them all and say that it is negative 
with that strength.  
Overall this is a difficult task to do, but we feel that it could pay off if we set it up 
correctly. We also chose this because it seemed like one that you would be interested and we 
did not think anyone else had chosen this project. We are not completely clear on how we will 
take all of the factors into account and are very welcome to any advice or knowledge that we 
could use to accomplish this task. 
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6.8. Lessons Learned from Trading: 
6.8.1. Matt’s: 
There are many things that I have learned from trading. There are also many things that 
I wish I tried to learn trading as well. I am a very worrisome person and like to learn as much as 
I can on one thing at a time, such as focusing on one technical indicator and learning how to use 
and apply it. After I tackle this change I will move on the next indicator. After all the indicators I 
would move on to size of the trades and when to change them. This has always worked for me 
in school by learning each piece of the puzzle individually and then using strategy to put them 
all together because I know how each affect the other.  
With FOREX, this was much more difficult for me. I believe this was because there are 
no true right answers. I am the type that likes exact answers. You must learn by making 
mistakes and you might make many mistakes. For me it will take more time to become a 
scholar at each different thing, such as each indicator. I feel that I at times became a little 
overwhelmed with some of my decisions, especially when I was afraid of losing money, and 
tended to make many mistakes. In my decisions, I tend to over think some things while under 
thinking others. This is of course part of the learning curve of FOREX, but I wanted to make the 
smartest and best decisions all of the time and I would end of screwing myself up most of it.  
I believe I have not achieved much more than advancing novice skills in trading in the 
FOREX market, while still keeping interest in it. I also believe I have learned many other skills 
and methods that are more intermediate besides my actual trading performance. After each 
class I was more excited about it. When I watched the charts, I was excited about it. After 
reading about the FOREX market and methods to use, I was excited about it. And most of all 
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learning about what is going on in the world and learning more about macroeconomics, I was 
enthusiastic. But even after all of that, I had a hard time implementing smart decision making in 
my trading. I learned when not to do certain things but would catch myself making the next 
mistake. I frustrated myself because I wanted to do better, but it was like I was trying to run 
with my legs tied together.   
That being said I have learned a lot, even without being the best trader. I know that I 
might even need a lot more trading experience after the IQP and plan to keep learning and 
practicing for my future investing. When I finally do become great, I know not to throw a lot of 
money into FOREX, and that I should keep only money that I can afford to lose in FOREX 
accounts. I do plan on trading for my own investments but I want to wait until I really am 
consistent and stick to every trading plan, risk management, and lesson that I have learned. 
Here are the lessons that I have learned:  
1. Control my patience – I have had this problem many times and will cause myself to not 
thinking through every decision carefully. In the beginning I had not created a great 
entry and exit strategies and this would cause me to make mistakes. 
2. Do not trade against the trend – I had made this mistake once and it definitely stuck. I 
traded when the market was on what I thought was the rebound and traded too early 
before it continued the trend. 
3. Using a stop loss, but not necessarily waiting until it is reached – At first when there was 
a losing trade I would just automatically wait until it reached the stop loss. I was always 
hoping that it would turn around. By the end I would set a point to exit, depending on 
how well I expected the trade to go, that was less than the automatic 20 pip stop loss. 
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4. Avoid scalping – scalping I’ve realized is not very efficient and sometimes harder to 
implement. It is tough to jump in and only get a few pips while not having the perfect 
opportunities. I would rather wait for a clearer signal that the market is moving than just 
trying to guess if there will be a little jump. 
5. Waiting for the perfect opportunity – I tended get distracted by movements that I knew 
were not the ideal conditions, but would jump in anyway. This is not methodic and is 
not smart for consistency. I still am not perfect, but I know not to follow weaker 
movements. 
6. Remember what you have learned – I had begun making a list of my lessons, but would 
not look back to them. This would cause me to forget my mistakes and making the same 
ones. I’ve noticed that sometimes the mistakes can be disguised. If I review them more 
often, it is easier to see which ones are mistakes that I have already made. 
7. Pay attention to many time scales when entering a trade – In the beginning I made the 
mistake of watching only one time scale. This was not on purpose, but it is something I 
screwed up on. I would get drawn in toward the minute bars and would stick there. This 
would cause me to be more impulsive because of the quick reactions and also would 
need more of a scalping nature. When I realized the mistake, I began making sure I was 
only use the minute bar for entry, if anything. I started using the 5, 15, and above 
periods/bars to make most of my judgments. I would also make sure to shift between all 
of them.  
8. Do not trade outside of the London and New York sessions – While this is only 
preference because it can be done, I would prefer to have more stability. I had a hard 
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time keeping with this because of an extreme course load, but I ran into the problems 
that can be expected with my primary pair EUR/USD when it hit lower liquidity times. 
They are times when the market is more volatile, a trend can change very fast, and it is 
very misleading. I would get caught up in it.  
9. Watch what happens around support and resistance lines – I made the mistake of not 
waiting long enough to see which direction it will go, and jumping in when it would turn 
around. I now am more cautious around those times now. 
10. Do not only use support and resistance on its own – I had heard people talk about it and 
would use them it in my decisions, but it seemed that people were using it primarily 
with others as backups. I decided I was going to try only using the support and 
resistance one week and ended losing. I made three winning trades and one large losing 
one. I think it was because those people seemed like they were doing really well and 
making good trades, and I wanted to learn from them. 
11. Walk away than to make an irrational trade – One of the weeks I completely lost my 
mind in trading. I was not making well thought out decisions or using my knowledge of 
trading. I don’t exactly know why I reacted this way, but it was a bad week. I think I was 
jumping at quick movements. This is a dangerous and terrible method of trading, but I 
know now to watch more closely for the entry and exit positions. Also to watch for a 
more perfect opportunity when you trying to set a 10 pip per day goal, or something 
very simple and easier than that. It is better to wait for the perfect pitch than to swing 
as hard as you can at every pitch. 
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12. Don’t be too greedy – This is a tough one for me, because of the cyclic nature of the 
market I find myself thinking it will go back up to the high it was. That ends up being a 
tough call. Figuring out how I expect it to move is the hardest part. I had had many 
highs. Even ones that were over 10 pips that I could have closed at 10. It would have 
worked out better. At first I was not selling these until they were close to nothing, but I 
feel I was getting better at selling them at the appropriate point. The big problem can 
from my losing trades. I would hold on to them hoping that they would go back up and 
the cyclic nature would get me. This is a lesson that I feel even the best come across it 
from time to time and I will just have to practice on logical strategy to overcome most of 
my mistakes with these. 
13. Think about the reasons to not make a trade, instead of only the reasons to make one – 
This was one that I liked the most, but I could always think of reasons not to make the 
trade and I missed out on some good trades because of it. I feel that if the stronger 
reasons to not trade outweigh the reasons to trade, then it makes a better mix.  
There are many more lessons that I have learned, but these were the most significant ones 
that I have rewritten in a more general context. A couple of them I had written twice, while 
others I had to relearn. I know that most of them are ingrained by now, but I plan to always 
think more about each trade and what mistakes that I have made apply to the current situation. 
6.8.2. Pat’s: 
One of the first things that I learned from trading was that you must be comfortable 
with the platform that you are using. This is essential because forex markets can drastically 
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change in the blink of an eye and if you do not know where on your platform to close a position 
you can lose profits or even your entire account. I did not run into any problems like this, 
however I did not know how to set a stop loss on Trade Station at first, and this similarly could 
have hurt my trading performance. Instead of trading through my difficulties, I went to the 
Trade Station site and watched the training videos to make myself much more comfortable 
with the platform and what I was doing when trading. Going along with this you need to know 
that if you are comfortable enough to acknowledge that you want to make a trade, you cannot 
second guess yourself. If you second guess yourself you will lose valuable seconds that can 
mean the difference between small profit and big ones or between a profits or loss. Not only 
this but you will make it really hard on yourself to make trades because you will constantly 
second guess things and lose opportunities to trade.  This happened to me for a week, I 
doubted my trading strategy and I had a bad trade that made me start thinking too much about 
each trade and ended up with me entering positions after I should have.  
 Another lesson that trading taught me was that I am still an inexperienced trader and 
that I cannot always recognize trends or price movements right away. This seems like 
something that I will develop as I spend more time with charts and trading, I do not think that it 
is a skill that you can just pick up overnight and because of that I will try to only trade when I 
think I know where the price is going and my indicators show this as well. I know that this way 
is much safer than just going with my gut feeling. I thought that I had it figured out and was 
burned on multiple trades this term because I did not listen to my indicators as well as my gut 
feeling.  
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This brings up another lesson learned; always use your indicators. Not only does using 
your indicators allow you to become a systematic trader, but they help you recognize what is 
going on. This goes along with me learning that I am stubborn and that I need to use the tools 
at my disposal to succeed in the forex markets. Being stubborn is something that a trader must 
overcome. I learned this on many occasions where I thought in my head that I was right and 
that the price would turn around just to agonize over the price fluctuations for a few more 
minutes and be taken out of the market by a stop loss.   
Another huge thing that I learned from trading is that the markets are not easy to figure 
out. If the markets were easy to figure out then everyone would make money in the forex 
markets, and I realized that it is impossible to predict the price movements. It is however 
possible to make educated guesses on what will happen based on technical and fundamental 
analysis. The biggest thing that I have noticed that goes along with this idea of making educated 
guesses is that you can make “good” trades and still end up losing that is just the nature of 
forex trading. 
Two things that go well together that every trader must learn are; do not get greedy and 
to cut your losses. Sometimes you must admit that you were wrong and take losses. It is better 
to recognize that you were wrong right away and leave the position with a small loss then to let 
the trade hit your stop loss. This goes hand in hand with do not get greedy. Not being greedy 
can mean that when you are making money on a trade accept your target profit and do not 
worry about making more than that, but it can also mean that just because your positions was 
once minimally profitable that you cannot take a loss on it. You need to be able to recognize if 
you are right or wrong and act accordingly with your trades. This is something that I must work 
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on a lot, almost all of my losses ended with a stop loss and this makes it hard to be a profitable 
trader, if not impossible.  In addition to this, do not overtrade. Making a good trade makes you 
eager to trade more; this is when you have to tell yourself that you must have a reason to enter 
the market. This reason must be backed by indicators and a trend.  
 These were all lessons that I learned throughout my trades this term and most of them 
can be supported by aspects of my trading plan. The biggest thing that I noticed throughout the 
term is that I am not a machine and that I need to better follow this plan. Almost all of these 
lessons learned come from not following part of my trading plan. I cannot stress enough how 
important it is to make weekly goals for yourself when trading for both profits and losses. If you 
make your profit goal then be happy and do not worry about making more trades that week, 
similarly if you lose your limit for the week then take time to recover and stop trading for the 
rest of that week as well.  
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7. Conclusion  
Over the course of this Interactive Qualifying Project, we have accomplished many of 
our goals. We have effectively gone from novices about the foreign exchange market to 
knowing the workings, actions, terms, and effectively how to create a working money 
management company following the rules and regulations that outline forex companies and 
trading. We started by learning the terms required for understanding forex. We then used 
these terms to learn about fundamental analysis that covers macroeconomic issues. We then 
covered how technical analysis works and used technical indicators to help us learn how to 
trade. After starting a $100,000 dollar practice account we were able to learn the basics of how 
to trade forex. This helped us learn how to come up with a trading plan that highlighted our 
money management and risk management plans. We learned how to program robots to aid in 
the process of trading. From there we joined groups and formed companies. With these 
companies we were able to come up with a trading plan as a company to follow and traded 
both a group and individual accounts. We then learned how to structure a company and the 
regulations of the forex market. We were able to take these skills along with our forex trading 
skills to outline a company that we would start. This process took many months packed with 
material, practice, and research that culminated with this report. 
 In the appendices you will find our trading history during the period as a company, as 
well as the macroeconomic issues that occurred with our analyses of the events. During the 
course of the project we prepared many weekly reports, quarterly reports, presentations, 
traded regularly, read economic papers, paid attention to many forex websites for upcoming 
events and research, researched in company structure, researched in federal forex regulations, 
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and worked to program robots for analyzing the market. This was a very intensive learning 
process that covered a wide subject range, but well worth the process to have learned this 
much about foreign exchange and markets. 
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8. Recommendations  
Our first recommendation would be to have a schedule for the order of events in this IQP. 
This could be something as simple as what the IQP will cover and approximately when. This 
would help with many of the questions that arose for us during the course of the IQP. We were 
not always sure what would be covered because many descriptions were vague in both the 
description of the IQP and weekly meetings. During the IQP our tasks sometimes changed from 
what we expected. Perhaps a schedule of what would be assigned. This would help during 
weeks when the next assignment was ambiguous until a couple days before the assignment 
was due and were lengthy in nature. 
 We also think that it would be beneficial to alternate between presentations and papers 
week to week.  Also if only half of the groups presented on the meeting days, it would allow 
more time for working on the paper or trading that week. Many engineering students have 
time consuming and difficult classes junior year when most take the IQP, and this will take 
heavily away from possible time spent on things like trading. To alleviate this problem, if groups 
would only have to present every other week, it would allow them to practice trading and to do 
research for writing the weekly reports. Also having only half of the groups present would make 
the meetings less repetitive and more time for discussion.  
Another recommendation would be to have a trading room where people enrolled in this 
IQP could meet to trade during certain hours. One of the most difficult things for us was to 
establish proper trading techniques. A room for trading or for meeting to watch people that are 
more skilled at trading could really aid with the learning process. This could allow the trading 
portion of the IQP to progress much faster which would in turn aid with the writing portions. 
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This was mentioned by professor Hakim and we believe that it would be extremely helpful for 
the students who had no trading experience prior to the IQP. 
Another suggestion would be to re-structure the weekly reports so that they final IQP 
paper. This would allow many groups to be researching and working on various parts of the 
paper throughout the terms. If this along with a schedule was made, it would be a very clear 
IQP and very structured. The hardest part of this IQP was that we did not always know exactly 
what was expected for all of the papers, and how they all fit into the final project. After working 
on the final IQP report, this became clearer. A very structured schedule along with many papers 
that may just need to be elaborated and formatted would make this IQP very sought after, and 
would aid with the learning process. 
Finally, we recommend that in the description of the IQP, it mentions that there will be 
programming. Many students do not have a background in programming and is an additional 
burden to learn how to program. The programming projects are a great idea and great to learn, 
especially for this IQP, however can be very difficult to adapt to the MQL language. It also can 
be very difficult to figure out all the details of how to use it. We spent many hours looking up 
documents on how to program with it and it only took time away from many of the other 
important tasks like trading and weekly reports. We would not suggest that it be removed from 
the IQP, but that there be some kind of tutorial that could take a week for the students to help 
them learn and be assigned for a weekly report. This could be something like how to make a 
program from start to finish as well as giving the students a list of all the predefined functions 
that they can use. This would tremendously improve the ability to create solid working trading 
program. This make take many hours to do, but will make it possible for every group to 
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program. This combined with weekly trading could greatly increase the students trading 
abilities by breaking down indicators and market analysis that they can replicate. At a minimum 
it should be included in the IQP description so that non-programmers can try to avoid taking 
this IQP if they feel it may be too hard. Typically, the programming will fall onto the tasks of the 
people that do know how to program and it is still a large task without knowing how to 
program. It took our group a full day to find out how MT4 executed its main function. It took 
much longer to understand how each function worked and how to use them. 
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Appendix A: Major Macroeconomic Issues covered by 
the Gartman Letter 
Greece: 
Greece is the biggest subject that Mr. Gartman talked about, and rightly so.  Greece has 
been one of the primary countries attached to the European Monetary Union that has been 
close to default on its debts for quite some time.  If Greece were on its own currency, the effect 
would be somewhat contained, but the fact that it had to lie about its books in order to be 
accepted into the union has caused many of the other more prosperous countries to get 
frustrated by the behavior of Greece. 40 
Greece is a country that has routinely defaulted on its debts throughout history and has 
had problems keeping its spending under control.  This is due to a few problems.  First, as I’ve 
been following Greece problems through the Gartman Letter, online newspapers, and 
television interviews about the subject, I’ve learned that Greece has a terribly ineffective tax 
collection system that does not want to fully collect the taxes appropriately. I remember 
reading an article that said that doctors making upwards of 100,000 dollars (converted to US 
dollars), would claim they are making less than something like 10,000 or 19,000 dollars.  I have 
watched an interview of Michael Lewis, who has written about Wall Street and what led to the 
housing market collapse, where he talked about talking to a Greek IRS agent that had told him 
that they don’t like efficient workers, and that they would fire them because nobody wanted to 
pay taxes. So this shows that the government has set themselves up to fail, in that they will 
always take on debt if they don’t collect enough taxes. 40 
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Secondly, the people of Greece are fighting tooth and nail against the austerity 
measures of having to cut back jobs and trying to balance some of their budget.  There have 
been many riots and protests due to these measures, which are primarily meant for Greece’s 
authorities to show that they are going to commit to making a change and start balancing their 
budget. They accomplished to do so, so now the will be receiving bailouts that will help keep 
them from defaulting. This was a big issue to Germany who did not want to do so, or at least 
the people did not want it. But it was a necessity for Ms. Merkel to go along with it. The next 
installment will be given to Greece sometime in November in hopes that they would have to 
make more changes in order to make it until then. 40 
This is not natural behavior for Greece though. Part of the agreement to be a part of the 
European Monetary Union is to keep the deficit under 3% annually. Greece has not done this 
the entire time they have been a member, as far as I am aware. Greece now has a debt that is 
143% of their GDP by far as seen in the chart below that I pulled from a New York Times article 
a few weeks ago. This shows that they are first by far of the considered governments in 
government debt, and second for deficit. This will have been changed by the recent move to cut 
spending that they have taken, but still shows that they had a bad routine.40 
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Figure 8: Debts and Deficits [40] 
 So what does this mean to FOREX? Well as many have seen in the last few weeks that 
while a lot of these problems were going on, the Euro had been dropping in relation to the US 
dollar. This is partly because the dollar was stronger. But this is also because of the problems 
associated with Greece and their effect on the value of the Euro. Many things can affect 
currency and economic strength is a big part of the security behind the currency. If a country 
like Greece went bankrupt, there really is no telling how much destruction would be behind its 
wake. There would be so much lost and it would definitely bring down the value of the Euro. 
The other weak European countries would most likely follow suit and cause even more 
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destruction after them. All in all, there is no positive outlook for the Euro if Greece defaults, 
only various negative outlooks.40 
Operation twist: 
The “operation twist” of 2011 was called QE2; it was named by the financial press, 
which stands for Quantitive Easing 2, the first QE was in 2008.  The name operation twist comes 
from the idea of trying to “twist” the yield curve. Operation Twist took place in 1961 during the 
Kennedy administration.  The general idea of this plan is to lower the long term interest rates, 
while not affecting the short term interest rates.  This is done when the Fed sells its short term 
securities and then uses the money from that to purchase long-term securities.  In 1961 the Fed 
sold Treasury bills, in 2011 they are issuing bank reserves, these two are very similar, and both 
are short term securities of the government.  Operation twist used only $8.8 billion; QE 2 is 
being done with $600 billion.  The fed wants to twist the yield curve and drop long-term 
interest rates in hopes that it will stimulate the economy. It is one of the last resort measures 
for the Fed, the implementation of QE 2 shows that the Fed is worried about the current state 
of the United States economy.  The economy in the United States is very close to a recession 
and QE 2 will hopefully turn things around.  Most people are skeptical about whether or not it 
will work this time.  The one that occurred in 1961 ended up dropping the long term interest 
rates by about .15 percentage points.  This is not a huge amount, but it was somewhat 
effective.  The skeptics are saying that in 1961 when this happened there was no economic 
crisis in Europe occurring.    This is a good point, and the only real way to tell if it works is to 
wait and see.   QE 2 applies to the forex market because depending on how it goes it will affect 
the price of the United States dollar.  If it works then it will help the price of the U.S. dollar and 
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this will affect all the currency pairs that have the U.S. dollar in it.  If QE 2 fails it will probably 
hurt the economy in the United States and thus lower the price of the U.S. dollar, this would 
affect the USD pairs in the opposite manner.  
The “plan” (10/27 -10/28): 
During October, the leaders of the EU and EMU put together a plan of action to halt the 
debt crisis; its main focus was Greece.  October 26th , Mr. Sarkozy and Ms. Merkel led a summit 
with the leaders of other nations, private banks, central bankers, and the IMF to finalize the 
plan. The proposal included a “voluntary” haircut of 50% for private banks and sovereign debt 
holders would maintain the 21% cut and for the 450 billion Euros in the EFSF fund to be 
leveraged to around 2 trillion Euros. 
 Mr. Gartman saw this as a small step in the right direction.  This is because it is not a real 
solution for the problem just buying more time for a better plan to be finalized.  This had a 
positive effect on the markets; this small step caused the EUR/USD to gain more than 200 pips 
in a couple of hours.   
Japanese intervention (10/31): 
 
On October 31st, Japan intervened to try to weaken the yen. This was the single largest 
intervention of around ¥7.7 trillion and is approximately $100 billion, according to the Wall 
Street Journal. This drove the currency from ¥75.31 to ¥79.55. The somewhat newly appointed 
Minister of Finance in Japan, Mr. Jun Azumi, was responsible for this movement. He had 
indicated that they might intervene the previous week when he instructed his staff to prepare. 
Mr. Azumi said that he would continue to intervene until he was satisfied. It was unclear what 
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Mr. Azumi meant by this, but the intervention did not continue. Mr. Gartman thought this to be 
a bad idea by not continuing the intervention. 41 
You can see the intervention on the following figure. After the intervention the market 
rebounded however it was still helpful for the Japanese economy which had been weakened by 
the high valued currency. In the figure below the intervention is shown on the USD/JPY hourly 
chart. 41 
 
Figure 9: Japanese Intervention 
  
 
Interventions like these happen every once in a while, a majority of them occur within 
the Yen pairs. Japan does not like its currency to be extremely strong because of its effects on 
the economy. If you can afford to make a long term trade in the USD/JPY pair you could catch 
one of these interventions and make a good amount of pips with little risk. The risk is low with 
this kind of trade because this pair does not move a lot outside of these interventions. We saw 
a similar action by the Swiss government in a term when the frank was very strong. 41 
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Fed Announced to make no change to interest rates (11/2): 
 
 With the end of the FOMC meeting came the news that the Fed would hold rates steady 
until mid-2013. This news was not really a surprise because the Fed had said the same thing six 
weeks ago after the last meeting. This is what Mr. Gartman had predicted would happen. With 
this it was reported that they predict the unemployment rate to gradually decrease and that 
inflation may set in, over the upcoming quarters. In order to keep things in line with the dual 
mandate the Committee said that it will continue along with the program announced in 
September.  The Committee also said that it will be keeping an eye on inflation. This means that 
through mid-2013 the federal funds rates will be close zero.  
 This announcement will probably not have a very significant effect on the price of the 
U.S. dollar. If it has any affect this news will slightly hurt the price of the dollar. On the other 
hand that announcement that the unemployment rate is predicted to gradually decrease can 
have the opposite effect on the dollar. The price change is dependent on how much the market 
had considered these things to happen prior to the announcements after the meeting.  
European Union: 
The biggest thing this quarter has been with the European Union. The debts of countries 
such as Greece and Italy have had huge tolls on the Euro and on the Union itself. It started with 
meetings with Ms. Merkel of Germany and Mr. Sarkozy of France holding many meetings on 
what to do with Greece. The talks varied from talking about if they would plan to separate the 
firmer countries from the less fiscally responsible ones, to how much debt they decide to help 
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out with Greece. The results of these meetings had been a plan for a plan and caused the 
market to jump up 200 or so pips in a few hours.  
One of the decisions was a 50% “haircut” for the private banks while sovereign debt 
holders would get a 21% cut. The idea was that Greece’s debt along with a fiscal responsibility 
plan would allow them to manage to handle their debt. During this time the Union would not 
help Greece out until they decided to approve their austerity measures. Prime Minister 
Papandreou called for a referendum and quickly realized it might not have been the best idea 
when he pulled back and soon after resigned.  
Similar problems had been happening in Italy. Mr. Berlusconi has had many problems in 
the past from personal life to corruption. Italy’s debt problem has been one of his problems and 
there had been rising pressures for him to resign. The European Central Bank denied Italy of 
help with all of their debt problems. People had been selling so many Italian Bonds that it drove 
the interest rate past 7%. During this time the Euro (EUR/USD) had dropped as low as 1.3500. 
Berlusconi finally resigned and asked Mario Monti to form a new government.  
Both countries now have new “technocratic” governments, both with austerity 
measures to try to recover from the extreme debts and fiscal irresponsibility that they have 
held for so long. Many of the European countries interest rates skyrocket by mid-month in 
November. The new leaders of Greece and Italy had undergone confidence votes. Not that it is 
unusual, but riots had broken out in Athens due to the new austerity measures. France and 
Germany had been fighting over how much the ECB should help the dwindling countries.  
With all they have been going through they have been working to rewrite treaties that 
will make it stricter for countries and their debt. Gartman seemed to think that these measures 
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along with others will make countries like Greece, Italy, and Spain pack their bags and leave the 
Union on their own accord.  
With everything that has happened in Europe with Greece and Italy. Europe has not had 
much stability. This has caused the Euro to perform very badly. When news of things like the 
“plan for a plan” happened it tended to jump up, but has continually fallen to new recent lows. 
The recent credit downgrades of France among many other countries have further hurt the 
Euro and its outlook, and will not likely go away.  
 
Figure 10: EUR/USD from late October to Mid-January (daily) 
 
There have been many different things that have affected the currency markets, but 
they may not be as significant as the Japanese intervention and the problems in Europe. The US 
has put together a “super committee” and plan to lower the debt by $1.2 trillion over the next 
10 years but have had huge problems agreeing on how to do so. The Federal Reserve 
announced that they would not change interest rates. Syria has been in pretty much a civil war 
as the president Assad has resisted being thrown out of power. Tensions between Iran and the 
US have been on the rise due to sanctions, assassinations of nuclear scientists, threats of 
77 
 
closing the Strait of Hormuz. This risks oil supplies from Iran. All of these have had their affect, 
but nothing like the damage of Europe to the Euro. 
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Appendix B: Trading Logs 
 
Pat’s: 
 
 Table 1: Pat’s Trading Log 
Open  Close  Date Net Pips Net $ Pair Position  Size Time Start Time Close  
1.37615 1.37478 11/8/2011 -13.7 -137 EUR/USD buy Standard Lot 2:17:53 AM 2:18:17 AM 
1.00856 1.00765 11/10/2011 9.1 91 AUD/USD sell Standard Lot 2:01:27 AM 2:10:07 AM 
1.0069 1.00791 11/10/2011 -10.1 -101 AUD/USD sell Standard Lot 2:12:31 AM 2:17:23 AM 
1.36022 1.36109 11/10/2011 8.7 87 EUR/USD buy Standard Lot 4:40:46 AM 4:49:43 AM 
1.36554 1.36399 11/11/2011 15.5 155 EUR/USD sell Standard Lot 3:30:10 AM 3:35:22 AM 
1.01624 1.01596 11/11/2011 2.8 28 AUD/USD sell Standard Lot 4:00:03 AM 4:06:44 AM 
1.35194 1.3524 11/17/2011 4.6 46 EUR/USD buy Standard Lot 10:22:18 AM 10:23:40 AM 
1.00692 1.00633 11/17/2011 -5.9 -59 AUD/USD buy Standard Lot 10:22:18 AM 10:24:05 AM 
1.00679 1.00633 11/17/2011 -4.6 -46 AUD/USD buy Standard Lot 10:23:40 AM 10:24:05 AM 
1.35306 1.35189 11/17/2011 -11.7 -117 EUR/USD buy Standard Lot 10:39:08 AM 10:46:02 AM 
1.33149 1.33126 11/30/2011 2.3 23 EUR/USD sell Standard Lot 11:36:41 AM 11:40:59 AM 
0.9983 0.99702 11/30/2011 -12.8 -128 AUD/USD buy Standard Lot 1:18:23 AM 1:25:46 AM 
1.34698 1.34569 12/2/2011 -12.9 -129 EUR/USD buy Standard Lot 1:32:13 AM 2:10:21 AM 
1.34327 1.34441 12/7/2011 -11.4 -114 EUR/USD sell Standard Lot 3:04:31 AM 3:16:25 AM 
1.34272 1.34116 12/8/2011 -15.553 -155.53 EUR/USD sell Standard Lot 3:39:35 AM 3:51:48 AM 
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Matt’s: 
 
Minutes Pips Profit/ Loss Entered Symbol Type Qty Filled Filled Price 
      11/2/2011 20:43 EURUSD Buy 100,000 1.37066 
14 -22.1 -$221.00 11/2/2011 20:57 EURUSD Sell 100,000 1.36845 
      11/9/2011 9:57 EURUSD Buy 100,000 1.35577 
1 5.3 $53.00 11/9/2011 9:58 EURUSD Sell 100,000 1.3563 
      11/9/2011 10:47 EURUSD Sell 100,000 1.35843 
16 9.2 $92.00 11/9/2011 11:03 EURUSD Buy 100,000 1.35751 
      11/16/2011 0:00 EURUSD Sell 100,000 1.34340 
15 -11.6 -$116.00 11/16/2011 0:00 EURUSD Buy 100,000 1.34456 
  
  
11/16/2011 0:00 EURUSD Sell 100,000 1.34466 
8 -1.7 -$17.00 11/16/2011 0:00 EURUSD Buy 100,000 1.34483 
      11/16/2011 0:00 EURUSD Buy 100,000 1.34495 
19 -14.4 -$144.00 11/16/2011 0:00 EURUSD Sell 100,000 1.34351 
  
  
11/29/2011 1:45 EURUSD Buy 100,000 1.33616 
3 -1.2 -$12.00 11/29/2011 1:48 EURUSD Sell 100,000 1.33604 
      11/29/2011 2:04 EURUSD Sell 100,000 1.33517 
63 9.5 $95.00 11/29/2011 3:07 EURUSD Buy 100,000 1.33422 
  
  
12/1/2011 6:18 EURUSD Sell 100,000 1.34627 
9 -8.2 -$82.00 12/1/2011 6:27 EURUSD Buy 100,000 1.34709 
      12/8/2011 1:45 EURUSD Sell 100,000 1.34053 
7 0.9 $9.00 12/8/2011 1:52 EURUSD Buy 100,000 1.34044 
  
  
12/8/2011 2:00 EURUSD Buy 100,000 1.34113 
15 4 $40.00 12/8/2011 2:15 EURUSD Sell 100,000 1.34153 
      12/8/2011 3:06 EURUSD Buy 100,000 1.34294 
45 -15.9 -$159.00 12/8/2011 3:51 EURUSD Sell 100,000 1.34135 
Total -46.2 -$462.00           
 
Table 2: Matt’s Trading Log 
